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Threehedgingdecisionsareevaluatedusinghistoricaldatainvolvingfburcurrenciesover 
theperiodl986-1998．Usingthemean-varlancecriterionasappliedtothedomeSticcurrency 
valueoffbreigncurrencypayables,itisfbundthattheno-hedging,directfbrwardhedgingand 
crossfbrwardhedgingdecisionsproducesimilarresults、Thisisattributedtothevalidityof
theunbiasednesshypothesisandthecyclicalmovementsofexchangerates，whichcausethe 
extremedomesticcurrencyvaluesofthepayablestocanｃｅｌｏｕｔｏｖｅｒａｌｏｎｇｐｅｒｉｏｄｏｆｔｉｍｅ・
Thisfindingisnotinterpretedtomeanthathedgingisauselessoperationbecausetheresults 
areonlyvalidinthelongrunandonaverage． 
Introduction 
Firmswhoseactivitiesgiverisetofbreignexchangeriskuseawiderangeof 
instrumentsandtechniquestohedgethisexposure（see,fbrexample,Stanleyand 
B1ock,1980；KhouryandChan,1988)．SomefirmsmaynothedgeormaypartiaUy 
hedgedependingontheirperceptionaboutexchangeratebehaviour（see,fbrexam‐ 
ple,Dolde,1993)．Furthermore,thehedgingdecisionmaybeadjustedtoreflect 
expectationsofchangesinexchangerates・Ｆｏｒexample，ifthefbrwardrateisa
biasedpredictorofthespotrateexpectedtoprevailinthefnture,hedgersmaychoose 
toaltertheirhedgingstrategiestoaccommodatethisefTbct（see,fbrexample,Berg 
andMoore,１９９１；SchooleyandWhite,1995)．Finally,theliteratureshowsthat 
Hrmstendtoplacemoreemphasisontransactionexposurethanoneconomicand 
translationexposurc(see,fbrexample,KhouryandChan,1988;JosephandHewins， 
1991)．Joseph(2000)andMarshaU(2000)providesurveyevidenceontheseissues、
Thegeneralconclusionarisingoutofthesestudiesisthatfb正ignexchangeriskman-
agementhasbecomeoneofthekeyfnctorsinoverallHnancialmanagement,andthat 
thereisaneedtomeasuretheextentofexposureandmanageittoanacceptablelevel 
(see,fbrexample,RawlsandSmithson,1990)． 
Thispaperhasthelimitedobjectiveofdealingwiththehedgingoftransaction 
exposuretofbreignexchangeriskbyusingfbrwardcontracts，SpecificaUy,thepaper 
examinesthehedgingversusno-hedgmgdecisionsandthechoicebetweendirect 
fbrwardhedgingandcrossfbrwardhedgmgThelatterｍａｙbetheonlyoptionavaU-
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ableifnofbrwardcontractisavailableontheunderlyingfbrei郡Currency・
Theobjectiveofhedgingtransactionexposuretofbreignexchangeriskistolock 
inthedomesticcurrencyvalueoffbreigncurrencypayablesorreceivablesilTespec-
tiveofwhathappenstothespotexchangeratebetweenthepresentｔｉｍｅ（whena 
transactionisconcluded）andthetimeatwhichthepayablesorreceivablesbecome 
due・Iffbrwardcontractsareusedasthehedginginstrumentthenthefbreigncur-
rencyisboughtfbrwardinthecaseofpayablesandsoldfbrwardinthecaseof 
receivables・Ｂｙｄｏｉｎｇｔｈｉｓｔｈｅｈｅｄｇｅｒｋｎｏｗｓｉｎａｄｖancethedomesticcurrencyvalue
ofthepayablesandreceivables,whichwillbeindependentofthespotexchangerate 
prevailmgonthefUturedate・Naturally,ｔｈｅｍaturitydateofthefbrwardcontract
shouldbeidenticaltothedateonwhichthepayablesorreceivablesbecomedue 
lfafbrwardcontractisavailableonthefbreigncurrencyinwhichthepayables 
orreceivablesaredenominatedthentheoperationdescribedabovemaybecaUed 
directfbrwardhedging・Iqontheotherhand,thereisnofbrwardcontractonthe
fbreigncurrCncythencrosshedgingmaybeanaltemativeworthconsidering・Ｉｎｔｈｅ
ｃａｓｅｏfpayablesanotherfbreignculTencyisboughtfbrwardagainstthedomestic 
currency,thenwhenthepayablesbecomeduetheproceedsareconvertedspottothe 
cum｢encydenominatingthepayables・Theproblemhe正isthatthereisnoguarantee
thattheamountofthefbreigncurrencydenominatingthepayablesthatisobtained 
fromthespottransactionwilltumouttobeexactlyequaltothepayables・Ｉｆｓｏ，a
supplementaryspotmarketoperationisneededtofillinthegaporotherwisedispose 
oftheexcessfbreigncunencybalances、Thisalsomeansthatitisnotpossibletolock
inthedomesticculTmcyvalueofthepayables・Hence,aquestionansesastowhether
crosshedginghasanybenefitoverbeingunhcdged、
Thispaperisstructuredasfbllows，Thestartingpointisthederivationofexpres-
sionsfbrthedomesticcurrencyvalueofthepayablesundertheno-hedging，direct 
hedgingandcrosshedgmgdecisions、Thisisfbllowedbyapresentationoｆｔｈｅｈｙ－
ｐｏｔｈｅｓｅｓｔｏｂｅｔｅｓｔｅｄａｎｄａdescriptionofthetestsusedfbrtestingthehypotheses、
ThentheempiricalresultsarepresentedanddiscussedThepaperendswithsome 
concludingremarks． 
ＡＣｏｍｐａｒｉｓｏｎｏｆＤｉｒｅｃｔａｎｄＣｒｏｓｓＦｏｒｗａｒｄＨｅｄｇｉｎｇ 
lnthisillustrationweconcentrateonthehedgingofpayables、Thehedgmgof
receivablesworksinasimilarmanner，LetZandgrespectivelybethedomestic 
currencyandthefbreigncurrencyinwhichpayablesaredenominatedIftheamount 
ofpayablesisKunitsofZ/ｄｕｅａｔ′＋〃,wheretisthepresenttime,thenthedomestic
cumrencyvalueofthepayablesundertheno-hedgingdecision,Ｖ1,ｉｓ 
リルーＫＳｊ+"（Ｚ/z/）（１）
whereSﾙI."(jr/Z/）isthespotexchangeratebetweenrandgthatwillprevailattime 
t＋〃・Sincethisexchangerateisunknownattimel,fbreignexchangeriskarisesfrom
thenuctuationsofthespotexchanｇｅｒａｔｅｂｅｔｗｅｅｎｒａｎｄｔ＋〃・
AssummgtheavailabilityofafbrwardcontractoncurrencyZノthatmatｕｒｅｓａｔ
ｔｉｍｅｔ＋〃,thedomesticcurrencyvalueofthepayablesthatcanbelockedmusing
fbrwardhedging,脇,iｓ
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１'５＝ＫＥ(工/z/）（２）
whereＦ}(z/Z/）isthefbrwardratebetweenjrandgimplicitinafbrwardcontract 
initiａｔｅｄａｔ／andmaturesatt＋〃、Ｉｎｔｈｉｓｃａｓｅｗｈａｔｗｅｈａｖｅｏｎｏｕｒｈａｎｄｓisdirect
fbrwardhedging・
Ｌｅｔｕｓｎｏｗａｓｓｕｍｅｔｈａｔａｆｂｒｗａｒｄｃｏｎｔractisnotavailableoncurrencygbuta 
contractonanotherfbreignCurrency,Ｚ，ｉｓａｖailable・Crossfbrwardhedgingboils
downtoｂｕｙｍｇｆｂｒｗａｒｄａｎａｍｏｕｎｔｏｆｚｔｈａｔｉｓｅquivalenttothepayablesatthe 
currentspotratebetweengandz・Ａｔｔｈｉｓｅｘｃｈａｎｇｅｒａｔｅｔｈｅｚａｍｏｕｎｔｅｑuivalentto
KunitsofgisK/S【（Z//z)．Thedomesticcurrencyvalueofthisamountwhenitis
boughtfbrwardis 
％=等(諾） （３） 
whereWGisthedomesticcurrencyvalueofthepayablesundercrosshedging,Attime 
t+",theamountzboughtfbrward,K/SKZ//jz),isconvertedspottoZ/andthepro-
ceedsareusedtomeetthepayablesing、Ｔｈｅａｍｏｕｎｔｏｆｇｏｂｔａｉｎｅｄｉｓ
Ａ＝Ks1+鰯（g/こ） （４） ｓ,（g/z） 
Notice,however,ｔｈａｔｔｈｉｓａｍｏｕｎｔｍａｙｏｒｍａｙｎｏｔｂｅｅｑｕaltotheamountofthe 
payables,KThetwoamountsareequal(i､e､,Ａ＝Ｋ)onlyifthespotexchangerate 
betweengandzisstablesuchthatS,+"（Z//z）＝Ｓ‘（Z//jZ)．Thiswillbethecaseif 
thetwofbreignculTencies，ｇａｎｄｚ，areperfectlycorrelatedagainstthedomestic 
currencysuchthattheircrossrateisstable、ＩｆｔｈｉｓｉｓｎｏｔｔｈｅｃａｓｅｔｈｅｎｔｈｅｄｅｆＩｃitis
metbybuyingcurrencygagainsｔｚｓｐｏｔａｔノ＋〃,whilethesurpluscanbeconverted
baｃｋｔｏｒａｔｔｈｅｓａｍｅｒａｔｅＨｅｎｃｅ,thedomesticcurrencyvalueofthepayablesunder 
crosshedgingis 
児一等(諸)-u-K)s,ww〕（５）
NoticethatifA-K＝０，thenequation（５）willbeidenticaltoequation（３）． 
ＴｈｅＨｙｐｏｔｈｅｓｅｓａｎｄＴｅｓｔｉｎｇＰｒｏｃｅｄｕres 
lnthissectiontheproceduresfbrtestingfburdifTbrenthypothesesareUlustrated， 
Thefirstofthesehypothesesisthattheamountoffbreigncurrencyobtainedinthe 
processofcrosshedgin9,Ａ，ｉｓｅｑｕａｌｏｎａｖｅｒａｇｅｔｏｔｈｅｖａｌｕｅｏｆｔｈepayables，Ｋ・
Hence，ｗｅｗａｎｔｔｏｔｅｓｔｔｈｅｎｕｎｈｙｐｏｔｈｅｓｉｓ 
Ｈｂ:ノリ,,＝Ｋ（６）
agamstthealtemativehypothesis 
Hi：’４≠Ｋ（７） 
where似AisthepopulationmeanofA・InthiscasethenunhypothesisisrCjectedif
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曼濤>("-，（８）
whereAisthesamplemeanofA,sAisthesamplestandarddeviation,〃isthesample
sizeandノ("－１）isthecriticalvalueofthetdistributionwitM-1degreesoffree‐
dom、
Thesecondhypothesisistheequaliｔｙｏｆｔｈｅｍｅａｎｓｏｆｔｈｅｄｏｍｅｓｔｉｃｃｕｒｒｅncy 
valuesofthepayablesundertheno-hedging,directhedgingandcrosshedgingdeci‐ 
sions・LetﾉuⅣ,juDanducbethepopulationmeansofthedomesticcurrencyvaluesof
thepayablesunderno-hedging,directhedgingandcrosshedgingrespectively・For
thepulposeofillustratingthiｓｔｅｓｔｗｅｕｓｅﾉﾘﾉｖａｎｄノリ、only，inwhichcasethenull
hypothesisiswrittenａｓ 
ＨＷｚⅣ＝aD 
whereasthealtemativehypothesisiswrittenas 
Hi：似Ⅳ≠ノリD
Thenullhypothesisisrejectedif 
￥,/三ii雲焉>八Ｍm｡-2）
(９） 
(10） 
(11） 
whereVVandzarcrespectivelythesamplemeansofthedomesticcurrencyvalues 
ofthepayablesunderno-hedginganddirecthedgmgdecisions，〃Ⅳand7zDarethe
correspondingsamplesizeM（",v＋"､－２）isthecriticalvalueofthetdistribution 
with〃/v＋〃D-2de8pPeesofficedom,ａｎｄ
ﾌﾞﾙvsi＋"０s； へＯ＝ (12） Ｖ〃Ⅳ＋〃､－２
wheres2istheestimatedsamplevariance・
Thethirdhypothesisistheequalityoftheestimatedsamplevariancesofthe 
domesticcurrencyvaluesofthepayables・Ifo2isthepopulationvariancethenthe
nuUhypothesisiswrittenas 
Hb:ｑ;＝。；（13）
whilethealtemativehypothesisiswrittenas 
Hb:。);≠筋（14）
Ifsji＞s;thcnthenullisrejectedif 
等ﾝＭ,-Ｍ｡－，０５）
whereＦ("Ⅳ-1,〃､－１）isthecriticalvalueoftheFdistributionwiththedeg1℃esoffr瞳cdomgiveninparcnthcseslfS;＞sAthentheratiooftheestimatedsamplc
varlancesandtheordermgofthedegreesoffreedomhavetobeinverted 
ThefburthhypothesisiswheｔｈｅｒｏｒｎｏｔｔｈｅｄｏｍｅｓｔｉｃｃｍＴｅｎｃｙｖａlｕｅｓｏｆｔｈｅ 
payablesundertwodifferentdecisionscomefromthesamedistributionorfrom 
identicaldistributions．ＦorthispurposetheWald-Wolfbwitz（1940）testisused． 
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Thisisanonparametrictestdesignｅｄｔｏｆｉｎｄｏｕｔｉｆｔｗｏｓａｍｐｌｅｓａｒｅｆｒｏｍthesame 
population・Considertwosamples，ＶＷａｎｄら，whereｊ＝1,2,…,，町ｖａｎｄ
ｊ＝１，２，…,〃p・TofindoutifthesetwosamplescomefiPomthesamepopulation,ｔｈｅ
ｔｗｏｓａｍｐｌｅｓａｒｅｍｅｒｇｅｄａｎｄｔｈｅｏｂservationsarearrangedinascendingorder・Then
acomplementarydummysequencetotheoneobtainedisconstructedｓｕｃｈｔｈａｔＯ,s 
correspondto脇andl，scorrespondtoら．EachsetofO，sand1,siscallcdarun、
LetRoandRlbethenumberofrunswhoseelementsareO,sandrsrespectively・The
testisbasedonthestatistic 
Ｒ＝Ｒｏ＋Ｒ， （16） 
WaldandWolfbwitz（1940）derivetheexactdistributionofRunderthenullhy-
pothesisthatVWandらcomefromthesamedistribution・Theyshowthatthemean
andvarianceｏｆＲａｒｅｇｉｖｅｎｂｙ 
Ｅ(Ｒ）＝２"ＭｚＤ＋１（17） 〃Ⅳ＋〃ｐ
砿-鶚砦美f差二姜嵜（'8）
Ｔｈｅｙａｌｓｏｓｈｏｗｔｈａｔ 
Ｒ－Ｅ(Ｒ）～１Ｖ(0,,） （19） 
OR 
whichmeansthatthenullhypothesisisrCjectedif［Ｒ￣Ｅ(Ｒ)]/ohisgreaterthan 
thecriticalvalueofthestandardnormaldistributioｎ（L96atthe5percentsi8nifi￣ 
cancelevel)． 
ＤａｔａａｎｄＥｍｐｉｒｉｃａｌＲｅｓｕｌｔｓ 
Theempiricalresultspresentedinthispaperarebasedonquarterlydatacovering 
theperiodl986：1-1998:4．FourculTenciesarcconsidered：ｕｓ・dollar（ＵＳＤ)，
Japaneseyen（JPY),Germanmark（ＤＥＭ）andBritishpound（ＧＢP)．Ｔｈｅdata， 
whichwereobtamedfromB1oomberg,consistofspotandthree-monthfbrwardrates 
observedattheendofeachquarter， 
WeconsiderthematterfromaU.Ｓ,pergpectiveandaJapaneseperspectiveby 
takingthedomesticculTency（工）tobetheU､SdoUarandtheJapaneseyenrespec-
tively・Foragivendomesticcurrency,weusetwooftheotherthreecurrenciestobe
gandzmallpossiblecombinations、WithatotalofthreeothercurrBnciesthereare
slxpossiblecombinations，ＩｎａＵｃａｓｅｓｉｔｉｓａｓｓｕｍｅｄｔｈａｔｔｈｅｆｂｒcigncurrencyvalue 
ofthepayables,Ｋ,islOOunitsofcuITencyg・Themean-vanancecriterionisusedto
evaluatethehedgingdecisions・Ｔｈｅｌｏｗｅｒｔｈｅｍｅａｎａｎｄｖａｒｉａｎｃｅｏｆｔｈedomestic
currencyvalueofthepayablesthebetteristhehedgingdecision、
TablelreportstheestimatedmeanvalueofA,Ａ，itsstandarddeviation,ｓA,and 
thetstatistics（with53degrcesoffreedom）fbrHb:似ん＝100．Sinceequation（４）
impliesthatA＝ＫｉｆＳ（Z//z)issostablethatS`十〃（"/g）＝Ｓ,（Z//z),thetablealso
reportsthecoefTicientofvariationofS（g/Z)．Itisobviousthatirrespectiveofthe 
differencesinthestabUityofS（Z//z),AmmsouttobeequaltoKonaverageasthe 
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TablelEstimatedMeanandStlhndardDeviationofAfOrVariousComhinmti⑪EDS 
Thc5perccntcriticalvalueisZ・OＬ
Table2EstimatedMeanandStandardDeviationoftheDomesticCurrmcyValue 
ofPayableS 
nullisnotrCjectedfbranycurrencycombinationThereasoningbehindthisrcsult 
issimple:ａｌｔｈｏｕｇｈｔｈｅｖａｌｕｅｏｆＡｍａｙｔｕｍｕｐｔｏｂｅｍｕｃｈｈｉｇｈｅｒｏｒｌｏｗｅｒｔｈａｎＫ 
ａｔａｃｅｒｔampointmtime,exchangeratesmoveincyclessuchthattheextremevalues 
canceloutovertimeOnaverage,therefbre,thedifferencebetｗｅｅｎＡａｎｄＫｉｓｚｅｒｏ・
Forthecyclicalvariationmexchangeratestohavethiseffect,weneedarelatively 
longperiodoftime 
Table2reportstheestilnatedmeanandstandarddeviationofthedomesticcur‐ 
rencyvalueofthepaymentsundertheno-hedgingdecision,冊,thedirecthedging
decision,Ｚ,andthecrosshedgingdecision,児.Theresultsarethenusedtotestfbr
difYerencesinthemeanvaluesunderthesedecisionsasrepmsentedbyequations(8)－ 
(10)．Table3rCportsthetstatisticsfbrtestingtheequalityofthemeansofthe 
domesticvaluesofpayablesunderthethreehedgingdecisions・obviously，thenull
cannotberCjectedfbranycurrencycombination,Thismeansthat,onaverage,hedg‐ 
mgafbreigncurrencypositionorotherwisewillyieldthesameresults、Moreover,iｆ
1４８ 
工ＺノｚＡｓハｔ(Hb:luA＝Ｋ）ＣＶｏｆＳ(Z//z）
ＵＳＤＪＰＹＤＥＭ99.96５９６－０．００７０．１１ 
ＵＳＤＪＰＹＧＢＰ99.57６．５２－０．０６６０．１８ 
ＵＳＤＤＥＭＪＰＹ100.40６．１５0.065０．１１ 
ＵＳＤＤＥＭＧＢＰ99.67４．５３－０．０７２０．１１ 
ＵＳＤＧＢＰＪＰＹ100.86６．７６0.127０．１８ 
ＵＳＤＧＢＰＤＥＭ１００５４４．７８0.113０」Z
ＪＰＹＵＳＤＤＥＭ100.86６．４２０」3４０.ｌｌ
ＪＰＹＵＳＤＧＢＰ100.38５．６７0.067０.O８ 
ＪＰＹＤＥＭＵＳＤ99.54６．３４－０．０７３０．１１ 
JＰＹＤＥＭＧＢＰ99.67４．５３－０．０７３０．１１ 
JＰＹＧＢＰＵＳＤ99.92５．７３－０．０１４０.O８ 
ＪＰＹＧＢＰＤＥＭ100.53４．７８０．１１１０．１２ 
エヅＺＳＪＶｓｐJｈｉ'５昭Sｃ
ＵＳＤＪＰＹＤＥＭＯ､８１５０．１３１0.815０．１３７０．８１１0.137 
ＵＳＤＪＰＹＧＢＰＯ､８１５０」３１0.8150.1370.808０．１３８
ＵＳＤＤＥＭＪＰＹ60.07６．０５59.76６４０59.98７．１２ 
ＵＳＤＤＥＭＧＢＰ60.07６．０５59.76６．４０59.52６．４７ 
ＵＳＤＧＢＰＪＰＹ164.72１２．４０１６３．１７１２．１２164.2815.16 
ＵＳＤＧＢＰＤＥＭ164.72１２．４０１６３．１７１２．１２163.7614.55 
JＰＹＵＳＤＤＥＭ12564Ｊ1887.312595.2204Ｌ１12498.61900.4 
JＰＹＵＳＤＧＢＰ12564.11887.312595.2204Ｌ１12452.419366 
JＰＹＤＥＭＵＳＤ7466.4808.27435.1808.27470.3ｇ４Ｌ８ 
ＪＰＹＤＥＭＧＢＰ7466.4808.27435.1808.27398.7838.Ｏ 
ＪＰＹＧＢＰＵＳＤ20738.53638.720569.83619.020772.0３９３７．２ 
JＰＹＧＢＰＤＥＭ20738.53638.720569.8３６１９．０20646.93697.0 
ｌｍａｄＡ・Moosa
Table3tStHDtisticsfmTestingEqualityofMeansoftheDomestic 
CurrenCyValueofPayableS 
Hb:似、＝ｌｕｃ
Ｏ」5０
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一一
The5percentcriticalvalueisl98． 
Table4FStatistiCsfmTeStingEqualityofVariancesoftheDomestic 
CurrencyValueofPayables 
Ｔｈｅ５ｐｃ「centcriticaIvalueis1.58
thedecisiontohedgeistakenthendirectfbrwardhedgingandcrossfbrwardhedging 
wiUproducethesamerCsult、
Table4presentstheresultsoftestingfbrtheequalityofthevanancesofthe 
domesticcurrencyvaluesofpayablesunderthethreehedgingdecisions、Again，the
nuUoftheequalityofthevamancescannotberejectedfbranycurrencycombination・
so,theunderlyingvariableshavemeasuresofcentraltendencyanddispel君ionthatare
notsignificantlydiffbrentfromeachother・TheWald-Wolfbwitz（1940)testisnow
usedefTectivelytotestsimultaneouslyfbrtheequalityofthemeansandvariances、
TheresultsofthistestarepresentｅｄｍＴａｂｌｅ５・Theresultsobviouslyshowthatthe
nuUhypothesisthatthesamplescomehomthesamedistribution（orhomidentical 
distributions）cannotberCjectedatthe5percentsigmficanceleveL 
Theseresultsmaysoundstrange,ｂｕｔｏｎｅｍｕｓｔｒｅｍｅｍｂｅｒｔｈａｔｔｈｅｙａｒｅｏbtamed 
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Ｂｉ:・ルーｏ工ＺノＺ ２ Iｂ Hb:q;＝ofHb:o；＝｡： 
ＵＳＤＪＰＹＤＥＭ１．１０１．１０１.OＯ 
ＵＳＤＪＰＹＧＢＰＬ１０110１.O２ 
ＵＳＤＤＥＭＪＰＹ１．１２１．３９１．２３ 
ＵＳＤＤＥＭＧＢＰ１．１２１．１５１.OＺ 
ＵＳＤＧＢＰＪＰＹＬＯ５１．４９１．５６ 
ＵＳＤＧＢＰＤＥＭ１．０５１．３７１．４５ 
ＪＰＹＵＳＤＤＥＭ1.16１．０１Ｌ１５ 
ＪＰＹＵＳＤＧＢＰ1.16１．０５１．１１ 
JＰＹＤＥＭＵＳＤ１.OＯＬ３４Ｌ３５ 
ＪＰＹＤＥＭＧＢＰＬＯＯ１．０８ＬＯ８ 
ＪＰＹＧＢＰＵＳＤ１．０３１．１８Ｌ１４ 
ＪＰＹＧＢＰＤＥＭ１．０３１．０３ＬＯ４ 
Directau1dCrossForwmdHcdgingofTransactiomExposuTetoFo肥igmExchangeRisk
Table5ResultsoftheWaId-WolfbwitzTest 
Thc5percemtcriticalvalueisL96． 
onlyonaverageandinthelongrun・Theno-hedgingdecisionproduces,onaverage
orinthelongrun,thesameoutcomeasthedirecthedgingdecisionbecause,ｏｎａｖｅｒ－ 
ａｇｅｏｒｉｎｔｈｅｌｏｎｇｒｕｎ,thefbrwardrateisafterallanunbiasedp正dictorofthespot
rate，ThefbrwardrateisaslikelytooverestimateastounderestimatethefUmrespot 
rate,ａｎｄｏｎａｖｅｒａｇｅｔｈｅｙａｒｅｅｑｕａＬＩｆｔｈｉｓｉｓｔｈｅｃａｓｅｔｈｅｎｔｈｅｖａｌｕｅｏｆｔｈｅｐａｙａbles 
convertedatthecurrentfbrwardratewillHuctuatearoundthevalueofthepayables 
convertedatthefnturespotrate,andonaveragetheywillbeequaLThisobservation， 
aswellastherationalefbrwhytheconditionA＝Kholdsonaverage,explainwhy 
theno-hedgingdecisioｎｐｒｏｄｕｃｅｓｔｈｅｓａｍｅｒｅｓｕｌｔａｓｔｈｅcrosshedgingdecisionand 
whybothhedgingdecisionsproducethesameresult・
Ｄｏｅｓｔｈｉｓｍｅａｎｔｈａｔｈｅｄｇｍｇｉｓａｕｓｅｌｅssoperationbecausestayingunhedged 
producesthesameresults？Ｔｈｅａｎｓｗｅｒｉｓ“notnecessarily"・Theconclusionsreached
earlierarebasedonthefbllowingpillars：（i)theyareonlyvalid"onaverage，，and"in 
thelongrun,,,（ii)theassumptionoftheconstancyofK,ａｎｄ（iii）theassumption 
thatthepayablesariseandtheoperationhastobe正peatedfrequently（everythree
monthsinthecaseunderinvestigation)．Undertheseconditionsandassumptions， 
highandlowdomesticcurrencyvaluesofthepayablescancelouttogivethesame 
resultonaverage，Ｂｕｔａｔｃｅｒｔａｍｐｏｉｎｔｓｉｎｔｉｍｅｔｈｅｏｕｔｃomescouldbecompletely 
difYbrent， 
ＣｏｎｓｉｄｅｒｔｈｅｃａｓｅｗｈｅｍｒｉｓｔｈｅＵ.Ｓ・dollar,Z/istheJapaneseyenandZisthe
Gennanmark・Ｔable6reportstherangeofHuctuationsinA,Ｕｈ,リＢａｎｄ１G．The
valueofAcanbesigmficantly(notinastatisticalsense)aboveorbelowlOO,ranging 
betwee、82.85ａｎｄ114.17．ＴｈｅＵ.Ｓ・dollarｖａｌｕｅｏｆｌＯＯｙｅｎｒａｎｇｅｓｂｅｔｗｅｅｎＯ,６１１
and1.182undertheno-hedgingdecision,between0.567andL196underthedirect 
hedgingdecisionandbetweenO578and1.191underthecrosshedgingdecision、
DirecthedgingoflOOyencanbelessexpensivethantheno-hedgmgdecisionbyO193 
dollarsandmoreexpensiveby０．１４１dollaI1sandsoon・Thebottomlineisthatthe
resultsobtamedonacertamoccasioncanbecompletelydiffbrcntfiromwhatisob-
tainedonaverage， 
Ｎｏｗ,itcouldhappenatacertainpomtintimethattheamountofpayablesisso 
greatandthatdifferenthedgmgdecisionsleadtoentirelydifTerentoutcomes・Ｉｎｔｈｉｓ
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工ＺノＺ （UV,l'b)(VMG)(脇,1′、
ＵＳＤＪＰＹＤＥＭ１．３７１．１８０．３９ 
ＵＳＤＪＰＹＧＢＰ１．２３１．１５０．４８ 
ＵＳＤＤＥＭＪＰＹ１．１４Ｌ8７０.l６ 
ＵＳＤＤＥＭＧＢＰＬ３８１．３１０．７４ 
ＵＳＤＧＢＰＪＰＹ１．０７１．０９０．４３ 
ＵＳＤＧＢＰＤＥＭ１．０９１．２４０．９５ 
JＰＹＵＳＤＤＥＭＬ６３Ｌｌ６０．２５ 
JＰＹＵＳＤＧＢＰ１.“Ｌ3００．７１ 
JＰＹＤＥＭＵＳＤ１．４７１．３８０．６２ 
JＰＹＤＥＭＧＢＰ１．０１１．２３０．６４ 
JＰＹＧＢＰＵＳＤ１．４８１．５０0.,Ｏ 
ＪＰＹＧＢＰＤＥＭ１．１７０．９２０．８０ 
ｌｍＨｄＡ・Moosa
Ｔ２Ｉｐｌｅ６ＭａｘｉｍｕｍａｎｄＭｉｎｉｍｕｍＶａｌｕｅｓｏｆＳｏｍｅＶariabIes 
casethewrongdecision（particularlynottohedgeinthefaceofanadverseexchange 
ratemovement）couldwipeoutawholecompany,sothatthereisnolongrunto 
countonLetusconsiderthispossibilitywithreferencetoourdataset・Again，１et
thedollar,ｙｅｎａｎｄｍａｒｋｂｅ工，gandZrespectively・ｍｎａｇｍｅａＵ．Ｓ、dollarbased
companyfacedwithashortexposure(payables)oflObillionyenattheendofl994 
suｃｈｔｈａｔｔｈｅｐａｙａｂｌｅｓｗｅｒｅｄｕｅａｔｔｈｅｅndofthefirstquarterofl995・Letussee
whatwouldhavehappenedifthisfirmhaddecidednottohedge,ｔｏｕｓｅｄｉｒｅｃｔｈｅｄｇ－ 
ｉｎｇａｎｄｔｏｕｓｅｃrosshedging、OurresultsshowthatfbrK＝１００ｗｅｇｅｔＰルー
1.1554,％＝LOl45and児＝1.0283．Ifthepositionhadnotbeenhedged,meeting
thepayableswouldhavecostL4milliondollarsmorethanunderdirecthedgingand 
L3milliondollarsmoreundercrosshedging・obviously，theseamountsarenot
negligible． 
ＣｏｎｃｌｕｄｉｎｇＲｅｍａｒｋｓ 
Thispaperhasconsideredacomparisonbetweenthehedgingandno-hedging 
decisions,andbetweendirectandcrossfbrwardhedgingusingquarterlyhistorical 
dataonfburcurrenciescoveringtheperiodl986-1998・Byassumingafixedfbrei8風l
currencyvaluefbrthepayablesarisingeachquarteritwasfbundthatthethreepos-
sibledecisionswithrespecttohedgingtlieexposureproducethesameresultsintelms 
ofthemeanandvananceofthedomesticculTencyvalueofthepayables・ThisfInd‐
ingturnedouttobevalidfbrallofthel2currencycombinationsconsidered、This
findingwasattributetotheapparentvalidityoftheunbiasedefficiencyhypothesis 
andthecyclicalbehaviourofexchangerateswhichleadstosimilaroutcomesinthe 
longrunandonaverage， 
Thisfinding,however,cannotbeinterpretedtomeanthathedgingisauseless 
operation・Itwasdemonstratedthatoncertainoccasionsthethreedecisionscanlead
tosignificantlydifferentoutcomesThisisparticularlythecasewithrespecttothe 
hedgmgvelsustheno-hedgingdecisions・Iftheexposurcismassiveandthedecision
nottohedgeistakenwhentheｒｅｉｓａｎａｄｖｅｌ召eexchangeratemovement，theresult
couldbecatastrophic,ａｎｄｔｈｅｒＣｗｏｕｌｄｂｅｎｏｌｏｎｇｒｕｎｔｏｃounton・Recentfinancial
histolyteUsusthatadverseexchangeratemovementscanwipeoutwholecompanles． 
Inthel970sthefaUureoftheBeecham，sGroup,aBIitishcompany,tocoveritsshort 
Swissfiancexposulcagainstthepoundledtoitsbankruptcy・AnotherBritishcom-
pany,LakerAirlmes,expemencedthesamefatewhenitfailedtocoveritsU.Ｓ・dollar
1５１ 
VariabIes Mnximqlm Minimum 
Ａ１14.1782.85 
1'ル1.182０６１１
J'１６１．１９６0.567 
％Ｌ1910.578 
i'ＫＩ－Ｗ）0.141-0.193 
ﾘ､－％0.127-0.936 
1,b-I'〔：0.151-0.145
DhpctandCrossForwardHedginｇｏ「TransactionExposuにtoForcignExchangeRisk
exposure、
Whattheresultspresentedinthisstudytellusisthefbllowing，Iffbreigncur‐ 
rencypayablesarenothugecomparedtothecompany,stotalassetsandiftheyarise 
frequentlythen,overalongperiodoftime,hedgingwUlnotproducesuperiorresults 
overadecisiontoleavetheexposureuncovered，ＩＬｆｂｒｓｏｍｅｒｅａｓｏｎ,itisfeltthat 
fbrwardhedgingisthepreferredcourseofactionandintheabsenceofafbrward 
contractonthecurrency,thenthehedgermayresorttocrossfbrwardhedging,since 
thiscourseofactionwillproducesimilarresultstothoseobtainedbyresortingto 
directhedginｇ 
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